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PRESIDENT’S LETTER 


To the Shareholders: 


Better-than-average drilling success in Canada, the addition of United 
Kingdom offshore acreage to already extensive Northern Hemisphere property 
interests encompassing western Canada, the Arctic Islands, Nova Scotia, the 
Alaskan North Slope and Wyoming, and a heightened potential for development 
of indicated large natural gas holdings in central Australia, were among the 
highlights of the year. 


The Company participated in the drilling of 17 exploratory wells during the 
year, of which five gas wells and one oil well were completed as producing 
wells. These tests were drilled on a wide variety of prospects, the majority being 
located in the better-known areas of western Canada. An active drilling program 
in various sectors of the Company’s wide-ranging property interests is presently 
under way or planned for the current fiscal year. 


Two test wells having particular importance for United Canso are being 
drilled this winter on Company-interest lands in the Arctic Islands. One of these, 
the Sun Panarctic Russell No. H-92, a projected 6,000-foot test, is being drilled by 
Sun Oil Company on Russell Island immediately north of Prince of Wales Island. 
The second exploratory well, Panarctic Gulf Dumbbells No. E-49, a scheduled 
11,000-foot test, is being drilled by Gulf Oil Company on Ellef Ringnes Island. 
The well takes its name from Dumbbells Dome, which geologists have identified 
as the largest surface structure on Ellef Ringnes Island. These wells are located on 
the “‘Domex”’ permits farmed out to Panarctic Oils Ltd. in which the Company 
will retain a working interest of approximately 3%. 


The filing last year of an application covering approximately 63,000 acres in 
Cardigan Bay off the Welsh coast was rewarded with the granting of a permit last 
October. Complying with the obligation incumbent upon successful applicants that 
they offer participation to a nationalized company, United Canso has formed 
a joint exploration venture with the Gas Council, sole marketer of natural 
gas in the United Kingdom, the terms of which provide each participant 
with a 50% working interest in the property. Interest in this untested area has 
escalated since a large American independent oil company reported having 
encountered significant flows of gas at relatively shallow depths in a well drilled 
offshore the Irish coast directly opposite Cardigan Bay. 


The Company, moreover, has taken steps to acquire a position in the 
exploratory search off the northeast coast of Scotland by joining a group 
comprising Signal Oil and Gas Co., Santa Fe International, Champlin Petroleum 
Company, as well as two British companies, in applying for a number of offshore 
blocks in the United Kingdom sector of the North Sea. 


The extension of the Company’s property interests to Western Europe is 
consistent with management’s objective of achieving increasingly broad geo- 
graphic exposure to high-risk, high-potential exploratory ventures, while allocat- 
ing sufficient funds to relatively more conservative operations for the purpose of 
strengthening United Canso’s existing production base. 


The prospects of increasingly critical shortages of energy needed to fuel such 
highly industrialized economies as those of the United States and Japan have led 
commercial interests in these two countries to seek means of expanding 
significantly their traditional hydrocarbon supply sources. During the past year, it 
became apparent that a likely beneficiary of this intensified search for 
supplementary fuel sources might well be the Palm Valley gas field of central 
Australia, owned 24.38% by the Company, where engineering estimates indicate 
natural gas reserves could range as high as 10 trillion cubic feet. 


Last July, Okura Trading Company Ltd., of Tokyo, as spokesman for a 
Japanese consortium, advised of its desire to conclude an agreement which 
envisioned development of the Palm Valley field, the laying of a 600-mile pipeline 
north to the Gulf of Carpentaria, the building at the pipeline’s coastal terminal of 
a gas liquefaction complex, and construction of a tanker fleet for shipment of 
liquefied natural gas (LNG) to Japanese markets. Cost of implementing the 
over-all project is estimated to exceed $1 billion. 


Discussions with the Japanese consortium are continuing at this writing. 
Meantime, discussions have been initiated with three United States corporations 
looking to possible participation in a Palm Valley developmental project on the 
order of magnitude previously outlined, with shipment of LNG to Pacific Coast 
ports, there to be reconverted to gas for domestic United States consumers. 


As previously reported, the Palm Valley field is a classic anticlinal structure, 
about 20 miles long and some six to eight miles wide, with a producing formation 
of Pacoota sandstone approximately 1,000 feet in thickness. The Palm Valley No. 
2 well completed in 1970 had an initial flow rate of nearly 70 million cubic feet 
of gas per day. 


The Company’s oil production, before royalties, from its Canadian prop- 
erties totaled 969,804 barrels for the year ended September 30, 1971, 
representing a decrease of approximately 6% from the level attained the prior 


year. Gas production, before royalties, in the fiscal year 1971 amounted to 5.7 
billion cubic feet, a decline of about 4% from the previous year’s total output. 
Development drilling undertaken or planned during the current year is expected 
to help offset natural production declines from existing fields. 


Through its ownership in Borealis Exploration Limited, the Company 
participated during the past year in continued mineral prospecting in northern 
Canada. Exploration of the Melville iron deposits, in which the Company holds a 
20% direct interest in addition to its 4.19% indirect interest, was completed in 
late 1970. Total reserves of the combined east and west Melville deposits are now 
estimated at 4.36 billion long tons of iron ore. 


The Company’s revenues for the fiscal year ended September 30, 1971, 
amounting to $3,074,256, compared favorably with the prior year’s revenues of 
$3,064,515. Substantial charges against income for dry holes and abandonments, 
attributable in the main to a write-off of $914,004 incurred in connection with 
the Cold Lake pilot steamflood projects, were responsible for the Company 
sustaining a loss, the first in four years, of $818,331, equal to $.14 per share. 
This loss contrasts with the previous year’s net income totaling $290,347, equal 
to $.05 per share. 


On behalf of the Company he served with such notable distinction, it 
becomes my sad duty to reflect here the profound sense of loss experienced by 
his fellow directors, officers and associates over the death in London, England on 
October 31, 1971 of Mr. Cyril King Kempston, Secretary of the Company. 


To all within the corporate family, Shareholders and staff alike, we wish to 
express our great appreciation for contributing in varied ways to the Company’s 
progress over the past year. 


On behalf of the Board of Directors, 


Nay) (iu cae 


John W. Buckley, 
President 


Calgary, Alberta 
January 21, 1972 


OPERATIONS REVIEW 
PETROLEUM EXPLORATION 


NORTH AMERICA 


ALASKA 


Exploration in Alaska was at a virtual standstill 
during fiscal 1971 due to uncertainty regarding 
Alaskan native claims legislation, delay in approval of 
the trans-Alaska pipeline, and the stance of various 
conservationist and environmental groups. Most 
operators were reluctant to commit funds to this 
promising area pending the resolution of these issues. 


On December 14, 1971, a major step forward in 
removing these areas of uncertainty was achieved 
with the passage by the United States Congress of a 
bill to pay Alaska’s natives $962.5 million and grant 
them 40 million acres of land in settlement of their 
century-old land claims. The bill is viewed as removing 
one of the remaining obstacles to development 
of the potential Alaskan oil lands and the construc- 
tion of the trans-Alaska pipeline. 

The status of United Canso’s interest in prior filing 
rights on 942,339 acres of Federal lands in Alaska, 
south-southwest of Prudhoe Bay, hinges on this 
legislation, since all Federal areas have been subject to 
a “‘land freeze” imposed by former President Johnson 
and continued under the Nixon administration pend- 
ing a final settlement of native claims. 


YUKON AND NORTHWEST TERRITORIES 
Peel River 


The tempo of exploration in Canada’s Northwest 
Territories is expected to set new records during the 
current winter months. Extensive seismic programs 
will be carried out this winter in the Peel River area 
where United Canso holds a number of prospective 
permits on which two large surface structures are 
present. This work is expected to result in plans for 
the drilling of a number of exploratory wells during 
the winter of 1972-73. Several major companies have 


expressed interest in the Company’s Peel River per- 
mits. 


Maunoir Area 


United Canso’s Maunoir permits are located on the 
Colville uplift in the vicinity of Great Bear Lake, 
some 150 miles northeast of Norman Wells, N.W.T. 
The permits cover a number of anticlinal features and 
good possibilities exist also for the stratigraphic 
entrapment of hydrocarbons in Lower Paleozoic 
rocks on the eastern blocks. Last winter the Company 
took part in a group seismic venture in this general 
region and acquired thereby approximately 100 miles 
of seismic data covering these permits and areas 
immediately adjacent thereto. This information, in- 
tegrated with data obtained from a nearby abandoned 
test, has materially assisted in evaluating these lands. 


Recently, United Canso granted a seismic option 
on four of the most easterly permits to Imperial Oil 
Limited, the terms of which provide that Imperial 
may either shoot 50 miles of seismic on the permits 
in return for a drilling option or conduct additional 
seismic investigations in exchange for a prolongation 
of the drilling option. 


Arctic Islands 


A critical energy shortage in the United States and 
the indicated presence of immense hydrocarbon 
reserves underlying Canada’s Arctic Islands have re- 
sulted in a substantial increase in exploratory interest 
throughout the Archipelago. 


Panarctic Oils Ltd., the Canadian government- 
industry combine which holds United Canso’s Arctic 
Islands acreage under farmout agreements, continued 
its extensive drilling commitment and evaluation 
program during 1971. By a series of sub-farmouts and 
a major gas development agreement Panarctic now is 
projecting its comprehensive, aggressive exploratory 
program well into the future. Over 200 geologic struc- 
tures have been identified thus far by Panarctic in the 
Arctic basin, and some of these reportedly may each 
contain as much as 20 to 30 trillion cubic feet of 
natural gas (about one year’s requirements of the 
United States). 


Since the issuance of last year’s Annual Report, 
Panarctic brought under control its wild gas well on 
King Christian Island through the drilling of a 


deviated well, Panarctic King Christian D-18A. The 
latter well, completed at a depth of 2,779 feet in May 
1971, had a reported open flow test of 264 million 
cubic feet per day, making it one of the largest gas wells 
on record. Adding the two King Christian wells to its 
first prolific natural gas discovery at Drake Point on 
Melville Island in 1969 and its recent (mid-December 
1971) gas discovery at Kristoffer Bay on Ellef 
Ringnes Island, Panarctic now has four drilling 
successes to its credit. 


Through a Panarctic sub-farmout to Sun Oil 
Company, two wells were drilled during the past year 
on Company-interest acreage on Bathurst Island, one 
a deep venture at Allison River on the southern tip of 
the island and the other a medium depth venture at 
Young Inlet on the north coast. Both were aban- 
doned with only minor shows. An additional Pan- 
arctic sub-farmout to Deminex, a consortium of West 
German companies, resulted in the drilling of a well 


FIVE-YEAR SUMMARY 


1970-71 
CORPORATE 
Shame srUUhOLIZe Gimme meme sure cicero 8,000,000 
Shares issued or to be issued........ 5,698,644 
FINANCIAL 
Revenues after royalties .......... $3,074,000 
Income before depletion, depreciation 

and amortization, writeoffs and aban- 

GONMENtS TS hgeoe ens Se es 1,333,000 
INetaincome;(lOSs)}. ee sls cease hee (818,000) 
Working capitalat yearend ........ 3,824,000 
OPERATIONS 
Oiliwellsi(net)imesmes a eerie ta a eee eu she 100.25 
Oil production (before royalties)—barrels . 969,804 
Gastwellsv(net)ix exis cvs 1s Sau ened Sy) 
Gas production (before royalties)—thou- 

SANGiCUBICHeet =) ce ay suse eee cu eins 5,697,662 
Gross acreage (including carried interest). 27,687,087 
Net acreage (including carried interest). . 9,149,171 


on the Company’s wholly-owned permit on Somerset 
Island. This test also was abandoned. 


Recently, Sun Oil Company licensed a 6,000-foot 
test on United Canso-interest land on Russell Island, 
immediately north of Prince of Wales Island. This 
well was drilling at 4,006 feet on January 17, 1972. 


Finally, Gulf Oil Company has announced the loca- 
tion for an 11,000-foot test on Company-interest 
acreage at Dumbbells Dome on Ellef Ringnes Island, 
approximately 35 miles northeast of Panarctic’s 
recent discovery at Kristoffer Bay. Gulf is drilling 
this test on a sub-farmout from Panarctic. Dumbbells 
Dome holds the distinction of being the largest sur- 
face structure on Ellef Ringnes Island. This test, 
which is located on Company-interest property cover- 
ing 460,764 acres included in the Domex properties 
under the Panarctic agreements, was drilling at 790 
feet on January 17, 1972. 


1969-70 1968-69 1967-68 1966-67 
8,000,000 8,000,000 8,000,000 8,000,000 
5,698,644 5,698,628 5,539,847 5,293,843 
$3,065,000 $2,901,000 $2,895,000 $2,644,000 
1,523,000 1,474,000 1,222,000 988,000 
290,000 443,000 90,000 (45,000) 
3,563,000 2,898,000 2,479,000 2,063,000 
98.84 100.17 98.94 82.46 
1,028,519 1,018,169 1,064,624 986,024 
31.54 30.79 30.75 29.91 
5,897,810 5,786,685 6,173,568 6,659,693 
32,924,846 34,431,380 33,929,640 31,218,624 
11,875,249 12,060,730 9,549,478 9,260,219 


NOVA SCOTIA 


The 1971 discovery of oil and gas in apparently 
significant quantities on Sable Island, some 175 miles 
east of Halifax, Nova Scotia, has rekindled interest in 
Canada’s eastern offshore petroleum prospects. Mobil 
Oil Canada Ltd. and Texas Eastern Transmission 
Corporation, as joint venture partners, announced in 
October that 17 zones tested in the discovery well 
flowed various combinations of oil, natural gas and 
condensate. Subsequently, in mid-December, the two 
companies announced plans for a new 14,000-foot 
test to be drilled at a location four-fifths of a mile 
east of the discovery well. This follow-up test was 
drilling at 9,000 feet on January 19, 1972. 


Among other companies active in exploration off- 
shore Nova Scotia, Shell has drilled and abandoned 
22 wells and currently is drilling its 23rd test. In 


addition, Amoco, Imperial, Elf and Tenneco are 
actively exploring in this area. 


United Canso holds an undivided 25% interest in 
six individual permit blocks comprising 310,217 acres 
lying off the east coast of Nova Scotia. The Company 
has no immediate plans for exploration on these 
properties. 


ALBERTA 


Pouce Coupe 


The Company, with its partners, successfully com- 
pleted a Triassic gas well at Pouce Coupe in west- 
central Alberta adjacent to the British Columbia 
border. There are now three shut-in gas wells in the 
immediate area. United Canso has an interest in two 
of these, one of which is capable of producing from 
two zones. Exploration and evaluation drilling is 


Company-interest properties included in Panarctic Agreements 


Net interest to be retained 
by Company (1) 


Islands Gross Acres 1% 55 Acres 
Amund Ringnes (Domex) USA 2997 DPMP 
Bathurst ff 2,520,803 2.969 74,834 
Ellef Ringnes 460,764 2.997 13,807 
Prince of Wales, Russell i 972,764 2.997 29,149 
Total Domex 4,030,303 2.979 120,067 
Somerset 1,720,780 33.333)(Q) S359 352) 
Devon 730,037 20.000 146,007 
Axel Heiberg (North) 129,470 20.000 25,894 
Axel Heiberg (South) 203,440 20.000 40,688 
Total Devon, Axel Heiberg 1,062,947 20.000 (3) 212,589 (3) 
Grand Total 6,814,030 13.300 906,249 


(1) Depending on Panarctic’s actual expenditures in the entire Arctic Islands program, from a minimum of $20,000,000 to a 
maximum of $30,000,000, it would earn from a 52.5% to a 75% working interest in the Domex properties and from a 
267/;% to an 80% working interest in the Devon and Axel Heiberg properties. As Panarctic’s expenditures substantially ex- 
ceed $30,000,000, the Company’s net retained interest is shown as it will be upon the completion of the obligation wells 


currently being drilled. 


(2) The Somerset properties are divided into two blocks, each separately convertible to a 25% carried interest or a 4'/,% over- 


riding royalty interest. 


(3) Convertible to a 15% carried interest or a 4% overriding royalty interest. 


being continued to determine the extent of the gas 
accumulation. It is expected that the wells will be tied 
into existing gas transmission facilities in the near 
future. 


Lomond 


United Canso holds varying interests in 26,903 gross 
acres in the general Lomond area of southern Alberta. 
Within the past year two gas wells were drilled on 
these lands at no cost to the Company, and recently 
gas was discovered in a well directly offsetting a 
1,600-acre parcel owned 100% by United Canso. 


Major gas transmission facilities exist in close 
proximity to these discoveries. Additional drilling and 
evaluation are planned for next year and, assuming 
’ sufficient reserves can be developed, the wells can be 
placed on production in a short time. 


BRITISH COLUMBIA 
Midwinter 


United Canso, in partnership with two other firms, 
recently acquired a one-third interest in a 25 ,822-acre 
permit in the Midwinter Creek area of northeastern 
British Columbia. A seismic program to evaluate 
prospects on this property is tentatively scheduled for 
this winter. 


SASKATCHEWAN 
East Instow 


The Company and a partner recently drilled and 
abandoned a Jurassic test at East Instow in south- 
western Saskatchewan on a 3,840-acre drilling reser- 
vation, in return for which they earned the right to 
lease half the original reservation area, that is, 1,920 
acres. 


WYOMING 
Parkman Area 


United Canso participated in the drilling of one well 
in Campbell County in Wyoming’s Powder River 
Basin during fiscal 1971. The test was situated on 
pooled lands immediately east of the Dead Horse 


Creek field. It was abandoned after finding the main 
objective Muddy Sandstone formation to be poorly 
developed. 


AUSTRALIA 


NORTHERN TERRITORY 


With the completion in February 1970 of the prolific 
Palm Valley No. 2 gas well in central Australia and 
subsequent engineering estimates indicating potential 
Palm Valley reserves of approximately 10 trillion 
cubic feet, United Canso and its partners, as previously 
reported, undertook studies of possible markets for 
these indicated large gas reserves. 


Coincidentally, ecological factors combined with 
critical energy shortages served to intensify the search 
by industrially advanced nations such as the United 
States and Japan for new and abundant sources of 
natural gas sufficient to meet rapidly rising consumer 
demands in these countries for this clean-burning, 
economical fuel. 


In July 1971, a Japanese consortium expressed 
interest in effecting an agreement with the Palm 
Valley field owners (United Canso, 24.38%) for 
implementation of a major developmental project, 
which consisted of plans for first proving up the 
field’s reserves and thereafter laying a 600-mile pipe- 
line north to the Gulf of Carpentaria, the building in 
that area of a gas liquefaction complex, and the con- 
struction of a tanker fleet for the shipment of lique- 
fied natural gas (LNG) to markets in Japan. The cost 
of implementing the over-all project is estimated to 
exceed $1 billion. 


Negotiations with the Japanese consortium are 
proceeding. Discussions, meantime, are continuing 
with three United States corporations which have 
expressed interest in the Palm Valley project and the 
importation of LNG to Pacific Coast ports for 
reconversion to gas in helping overcome the critical 
United States domestic gas shortage. 


QUEENSLAND 


The third and final year of a three-year program of 
exploration and drilling on Authority to Prospect 
138-P undertaken by Beaver Exploration Australia 


N.L. and Pexa Oil N.L. finds the two partners 
engaged in the conduct of further seismic investiga- 
tions. 


Beaver and Pexa have completed to date their 
obligations for earning a 30% interest in this 
3,453,440-acre concession, which is held jointly by 
United Canso and its partners, and Topco-Calasiatic. 
Three wells drilled by the Beaver-Pexa team on the 
138-P acreage pursuant to terms of the three-year 
agreement with United Canso et al. were dry and 
abandoned. 


UNITED KINGDOM 
CARDIGAN BAY 


On October 7, 1971, United Canso was awarded an 
offshore block comprising approximately 62,800 


FIVE-YEAR SUMMARY OF PRODUCTION 


Productive Wells 
Sept. 30, 1971 


Gross Net 


1971 
Oil 
Canada 
Albertant = cose. 287 ele $8,824 
British Columbia. ... 142 6.60 190,163 
Saskatchewan ..... 595 86.33 720,817 
Total Canada 1,024 100.10 969,804 
Australia™ 37. eee ne 1 als - 
otal ©i lee 1,025 100.25 969,804 
Gas 
Canada 
Alberta cere re 46 9.69 12372012 
British Columbia... . 33 1.15 351,995 
Saskatchewan ..... 55 20.08 4,108,655 
Total Canada 134 30.92 5,697,662 
Australia tre aie bee 6 1.18 — 
PotaltGas ee eee 140 B20 5,697 ,662 


acres in Cardigan Bay off the Welsh coast. One of the 
obligations inherent in permit applications in this area 
is that successful applicants offer participation to one 
of the nationalized companies. As a result, United 
Canso has teamed with the Gas Council, sole mar- 
keter of natural gas in the United Kingdom, and each 
party has a 50% working interest in the property. The 
Company initially will serve as operator, and it is 
expected that a considerable amount of geophysical 
work will be carried out in Cardigan Bay next 
summer with drilling following shortly thereafter if 
warranted. 


Interest in this untested area has escalated since 
one of the larger American independent oil com- 
panies encountered heavy flows of gas at relatively 
shallow depths in a well drilled offshore the east coast 
of Ireland, directly opposite Cardigan Bay. 


Net Production (before Royalties) for 


Fiscal Year Ended September 30 


1970 1969 1968 1967 
Oil (Barrels) 
63,056 58,693 58,245 65,154 
173,869 169,742 162,973 150,518 
791,594 789,734 843,406 TilOsso2 
1,028,519 1,018,169 1,064,624 986,024 
1,028,519 1,018,169 1,064,624 986,024 
Gas (Thousand Cubic Feet) 

1,616,427 1,598,688 1,697,515 1,891,459 

411,710 410,651 471,900 449,106 
3,869,673 3,777,346 4,004,153 4,319,128 
5,897,810 5,786,685 6,173,568 6,659,693 
5,897,810 5,786,685 6,173,568 6,659,693 
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WELLS DRILLED—YEAR ENDED SEPTEMBER 30, 1971 


Total 
Gross Net 
EXPLORATORY 
Canada 
INU SEY 3 Ss oe ca ee ee 5 .67 
BTIGISMUCO NIM D1 aveamal ots seiscsee ioc. 0) lara 4 .09 
IMAIICO Daley Faget ei Fa wey fonsies Beyeie clive bese eters 2D .20 
SaSKaLChE Wali wee, Khaicnsas. scab) ine 2 1.50 
Yukon and Northwest Territories . 3 44 
United States 
Wi OUT Stew oi cikeys Pee ac 4 athe). 3) G) oh se + 1 -06 
Motalvexploratory ja. oe ee V9 2.96 
DEVELOPMENT 
Canada 
PNUD Cr aemeriusy ce an cceken eh ono! Ure ts) vies Shas 1 257} 
Bripisnn@olumbia cr. scnemebenn a) us eee se 10 45 
Saskatche Wallies cote e ieee Ghee 2, TELS 
hotalebevelopment uma ie: 13 1.87 
Grandi otal, eae as et 30 4.83 
NORTH SEA 


During the past year, United Canso joined a group 
consisting of Signal Oil and Gas Co., Santa Fe Inter- 
national, Champlin Petroleum Company, as well as 
two British companies, in applying for a number of 
offshore blocks in the United Kingdom sector of the 
North Sea. 


The North Sea area has been the object of intense 
bidding by some 200 oil companies through recent 
months. Four oil fields already have been discovered 
in areas off the Scottish east coast, while six 
commercial gas discoveries have been reported off the 
east coast of England. 


British Petroleum Company Ltd., with three wells 
already completed in the so-called “Forties” oil field, 
announced in mid-December 1971 that it was pro- 


Oil Wells Gas Wells Dry Holes 
Gross Net Gross Net Gross Net 
= - 4 OY? 1 tS 
— — 1 .02 3 .07 
1 08 - _ 1 Ale, 
— — — - 2 1.50 
— - — - 3 44 
~ - = = 1 -06 
1 .08 5 54 11 2.34 
- = i PHY - - 
9 42 1 .03 - — 
1 1.00 1 ail ls) - ~ 
10 1.42 3 45 = - 
ili} 1.50 8 .99 ‘tl 2.34 


ceeding at once with first stage development plans 
seeking daily production of 250,000 barrels. 


In December a number of permits were granted in 
the southern portion of the United Kingdom sector 
of the North Sea, and it is anticipated that the 
remaining applications, including those of the United 
Canso group, will be acted upon early this year. 


MINERAL EXPLORATION 
CANADA 


Through its interest in Borealis Exploration Limited, 
United Canso participated during the past year in 
mineral investigations focused on Melville Peninsula, 
the Hayes River area and the Hood River region. 


Exploration of the Melville Peninsula iron 
deposits, in which United Canso holds a 20% direct 
interest, was completed in late 1970. Total reserves of 


iron ore for both east and west Melville deposits were 
revised and are now estimated by Borealis’ consultants 
to be 4.36 billion long tons. Claims were staked to 
cover the ore bodies and protect Borealis’ position 
after the original prospecting permits expired in 
March 1971. 


A group of technical experts from European steel 
interests visited Melville Peninsula for a first-hand 
inspection of the iron deposits in August 1971. 


Information has been gathered on ice conditions in 
the Foxe Basin and Hudson Strait to determine the 
practical seasonal limitations on shipping. 


The next phase of investigation of the Melville 
Peninsula deposits will be a feasibility study including 
environmental, transportation and marketing surveys, 
and a study of the mining aspects of the project. 


PRODUCTION AND DEVELOPMENT 
OIL 


United Canso’s oil production during the past fiscal 
year totaled 969,804 barrels before deduction of 
royalties. The production rate of 2,657 barrels per 
day represented a decrease of about 6% from the 
previous year’s production rate. 


The Company’s most productive oil properties 
were in the Smiley-Dewar field. United Canso’s pro- 
duction from its wells in this field averaged 740 
barrels of oil per day. An additional development well 
was successfully completed in August with an initial 
production rate of 60 barrels of oil per day. 


The second most important producing area for 
United Canso was in southeast Saskatchewan. The 
Company’s production rate last year from wells in 
this area averaged 580 barrels per day. 


While the production rates of the above two 
producing areas showed some decline during the past 
year, oil is being recovered at an increasing rate from 
the Boundary Lake field. As a result of United 
Canso’s 4.65% participation in Boundary Lake Unit 
No. 1, its share of the daily oil production increased 
to 520 barrels. Following an initial three-well infill 
drilling program, ten more wells were drilled with 


10 


initial productivities ranging from 70 to 200 barrels 
of oil per day. Unit production rates increased from 
10,400 to 11,700 barrels per day during the year. 


Operations continued throughout the fiscal year at 
the experimental Grand Centre pilot steamflood 
project in the Cold Lake area. The oil producing rates 
increased during this period, but problems in treating 
the produced water-oil emulsion severely restricted 
the output of the project. Operating costs were 
much higher than expected. Discontinuance of the 
project was given careful consideration by the partners 
and in November 1971 it was decided to abandon 
the pilot operations. 


GAS 


United Canso’s gas production for the fiscal year 
totaled 5.7 billion cubic feet. The rate of 15.6 million 
cubic feet per day is about 4% lower than last year’s 
rate. Most of the gas-producing properties showed 
declining rates of production. However, production 
has been rather constant in the Coleville-Smiley 
Viking Sand Gas Unit, which is United Canso’s big- 
gest gas producer. During the summer of 1971, two 
additional gas wells were completed in this Unit with 
absolute open flow potentials of 1.7 and 3.2 million 
cubic feet per day. 


FINANCIAL 


REVENUES 


Revenues for the fiscal year ended September 30, 
1971 amounted to $3,074,256, which compares 
favorably with the previous year’s revenues of 
$3,064,515. Substantial charges against income for 
dry holes and abandonments, totaling $1,490,535, 
were responsible in the main for the Company 
sustaining a loss for the year of $818,331, equal to 
$.14 per share, compared with the prior year’s net 
income of $290,347, equal to $.05 per share. 


A decline in oil and gas production was offset by a 
general increase in crude oil prices of 25¢ per barrel 
effective December 1970, as well as increases under 
escalating gas contracts for Coleville and Hoosier 
of 1/8¢ per thousand cubic feet effective October 
1970 and for Pakowki, Pendant D’Oreille and Smith 


Coulee of 1/4¢ per thousand cubic feet effective 
January 1971. 


Royalty and interest income was slightly lower 
this year at $83,346 and $243,755, respectively. With 
the general decline in interest rates from the high 
rates prevailing previously, income from this source 
was maintained through a substantial increase in the 
amount of funds on deposit. 


COSTS AND EXPENSES 


Geological and geophysical costs amounted to 
$279,777, an increase of $123,798 over the prior 
year, largely attributable to a seismic exploration 
program in northern British Columbia. 


ACREAGE SUMMARY—SEPTEMBER 1971 


Petroleum 


Canada 


Arctic Islands (Panarctic areas) .... 


Foxe Basin 


United States 
Alaska 
Wyoming, Montana 

Australia 
Northern Territory 
Queensland 

United Kingdom (offshore) (2) 

Venezuela (overriding royalty) 

Total Petroleum 

Minerals 

Australia 

Canada 


Total Minerals 


Grand Total 
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Production costs for the fiscal period amounted to 
$712,877, an increase of $49,332 over the prior 
year’s costs. Increased labor, repair and maintenance 
costs including well-servicing accounted for this in- 
crease. 


Dry holes and abandonments for the year amounted 
to $1,490,535 including costs of $914,004 attribut- 
able to the abandonment of the Cold Lake pilot 
steamflood projects. 


Working capital at September 30, 1971 amounted 
to $3,824,052, representing an increase of $261,516 
over the prior year. Bank deposit receipts and accrued 
interest at the 1971 fiscal year end amounted to 
$3,568,157, an increase of $432,833 over the prior 
year. 


Net Company Interest 


Gross Acres Acres % 
6,814,030 3,263,994 47.9 
146,871 119,636 81.5 
958,764 698,450 72.8 
1,191,406 220,078 18.5 
310,217 77,554 25.0 
942,339 235,585 25.0 
171,060 80,516 47.1 
12,693,120 3,937,483 31.0 
3,453,440 407,384 (1) 11.8 
62,800 31,400 50.0 

21,000 S # 
26,765,047 9,072,080 33.9 
851,840 63,888 75 
70,200 13,203 18.8 
922,040 77,091 8.4 
9,149,171 33.0 


27,687,087 


(1) Subject to 50% reduction under Exploration Agreement with Beaver Exploration Limited 


N.L., et al. 
(2) Acquired October 7, 1971. 


a 
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United Canso Oil & Gas Ltd. (A Canadian corporation) 


CONSOLIDATED BALANCE SHEET 


(Expressed in Canadian dollars) 


September 30, 1971 and 1970 


ASSETS 
1971 
Current assets: 
Gash) 40h ah hse AR ad ace Sa earn ed ge $ 104,911 
Bankadeposit receipts;and accrucdsintereStaar mien ntcmcn mit cty iene ae a ee 3,568,157 
Accounts receivable: 2) 555 ls: wvags © cee ants ete eel mest ae (Ur a cen mn ne 425,690 
Refundable deposits? 3. 2.0 2 aU San he eS os er eomrncree peter meromral ates 67,610 
Prepaidsexpensestand other assets mau -men coir stemice meetin ir Monta in-ear Tes 48,506 
‘Total :clrrent:assets-.-2 a sosneeces |. seer c nn three meee 4,214,874 
Investments and advances: 
Australian companies: 
United Canso Oil & Gas Co. (N.T.) Pty. Ltd., 40% of capital stock, at equity 
ininet-assets' ($256,911) sand advancesiemw naira ere 666,036 
Magellan Petroleum (N.T.) Pty. Ltd., 30% of capital stock, at equity in net 
assets ($718,301 and $734,433, respectively), and advances ........ 1,323,149 
Magellan Petroleum (Qld.) Pty. Ltd., 20% of capital stock, at equity in net 
assets.($113.07.6)andiadvancesizia:-.5, i can eee eee 134,247 
2,123,432 
Borealis Exploration Limited, at cost: 
8% unsecured debentures, maturing March 31, 1978 —interest accruing 
thereon after:Marchi3 10197354 4) eee ee ee eee 225,000 
419% of commontstock Wan.) see bee ee ee 84,000 
Smiley Gas Conservation Limited, 26% of capital stock, at cost, and demand 
notes of:$45/500;and)$52.000srespectively +n nein ce ei ae eee 45,760 
Property and equipment: 
Oil, gas and mineral interests, at cost or less: 
Producing (less depletion of $3,487,387 and $3,334,789, respectively) .... 1,386,939 
Nonproducing: 
Canada. a 9 ot eds etna tet ee thi. ee ae ree 1,864,907 
United Statesve . 1 Semecrte re ater ssi ones ee een ae 380,366 
Venezuela (less amortization of $74,422 and $59,538, respectively) . . 186,055 
United Kingdom's wm). ceengree  e a eee ee eeee PS 2 
2,548,649 
Well costs and gathering systems, at cost: 
Producing (less depreciation and amortization of $5,458,507 and $5,232,328, 
Fespectively)i earthen, scieia eae Meath ne Cou ae eRe Sen eee 2,345 942 
In process and standing (not presently producing): 
Cold: Lakevareae s\n ite. 5 Weant we tree Lee ta tatNsc re ae a aera = 
Other’ (7255.0 WEA ae ice eee ne ee ees nO en a aa 284,847 
Land, buildings and equipment, at cost (less depreciation of $175,196 and $168,984, 
respectively) ic; at aa steaacten alo cake er ee 39,934 
$13,299,377 


The accompanying notes are an integral part of this statement. 
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1970 


$ 146,092 
3,135,324 
417,338 
50,174 
50,099 


3,799,027 


639,654 
1,269,055 
132,473 


2,041,182 


225,000 
84,000 


52,260 


1,547,841 


1,845,770 
384,186 
200,939 


2,430,895 


2,712,868 


790,095 
264,076 


39,235 


$13,986,477 


LIABILITIES AND CAPITAL 


Current liabilities: 


Accounts payable and accrued liabilities: 


The Catawba Corporation ....... 


Magellan Petroleum Corporation 


Total current liabilities 


MCTCELCGHINCOMC I creed ent ls co PERE, A Sethe Be 


Capital: 
Capital stock, par value $1 per share: 
Authorized—8,000,000 shares 
Outstanding—5 698,644 shares 


Capital in excess of par value ......... 


Accumulatedideticitwarseots .. 26s ose eae es 


Commitments and contingent liabilities (Note 3) 


On behalf of the Board: 
s/s John W. Buckley, Director 
s/s Roland J. Richardson, Director 


: Be) “ey le) ees) fe, 6) eo) ce: a 6! jemrenten town ns wie te 


Bri te dt iota Risgte nee as seteeat Soy ba ae eee 1532173383 


hate TAC Oba SO CeO) ty 5 oe Cet) Wet, ge 


1971 


Speke Aah TI us SAN ee mee ae $ 364,355 
FOr aoc: OfoRS AO) cy ae. ae eae 13,528 
Sly 9 te Aaa Pn aE RGus, ete red © Barmnroe oe t | Wee Fah 


re ate er ed Act he eetuc Ab ice to axe 390,822 


PA Se ae Ree Es Got aS See 29,550 


5,698,644 


20,916,027 


8,037,022 


12,879,005 


$13,299,377 
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$ 


1970 


224,448 
12,043 


236,491 


52,650 


5,698,644 


S217 5383 


20,916,027 


7,218,691 


13,697,336 


$13,986,477 


United Canso Oil & Gas Ltd. (A Canadian corporation) 


CONSOLIDATED STATEMENT OF INCOME (LOSS) 
AND ACCUMULATED DEFICIT 


(Expressed in Canadian dollars) 


Year ended September 30, 1971 and 1970 


1971 1970 
Revenues: 
(OITA | a en a Pe ee aes RAO any RP meee cea ye no od 0.6 ¢ $2,173,030 $2,123,685 
Gas isales aii see cee ee. ore tae see ae a ae Reece oie On ee Pee ee 574,125 Gnu 
ROVAaltles! sj asamees Se Sica uot sda ie ney A ecie Bic oMege oe cee Riser we arc a 83,346 84,770 
Interest-and- miscellaneous sycenmsuc o thats ek Gate ee en ae en ere 243,755 244,283 
3,074,256 3,064,515 
Costs and expenses: 
Geologicaltandigeophy,sicalicostsi «2... sic. wetey a meno ee een ee 279,777 155,979 
Leaseand:permit:rentals: 2... ct cence uee ee ie ea CO eee 185,462 157,261 
ProductiomiCostseits ceutiven leaked ee ail at. ecole dme te eam mere cee 712,877 663,545 
Depletion‘and'amortization, 42.75. 6 & 4a. so ae eo cee cee eee ae me om area 460,956 444,324 
Depreciation s. sss. ase cee cose bn ePik he ahi aU oe ee ere 184,771 165,839 
Dry holes and abandonments (including $914,004 in the Cold Lake area in fiscal 1971) 1,490,535 538,840 
Gainon:salesiofiproperty, andiequipment ass linen nee nn a nr ee (1,306) GAS) 
Generaland:administrativerexpensesm-mssaaeie a nel edie nema nnn nnn $63,383 564,322 
Adjustment of investment in the Australian companies to equity in net assets at end of 
SC Rete iin ta ee Neen EA CEPR NORA Ad, et el ot RMA LOr Mier heenn 16,132 91,545 
3,892,587 2,774,168 
NEtsincome! (LOSS) essay cate oy omer Sam Pee se Iie ses teat ave ot bas Eg oc (818,331) 290,347 
Accumulatedideficitrat besinn ine 0 fey. cata et iam isis imran aia ee 7,218,691 7,509,038 
Accumulated deficit,at.end of year.) 40 2 eee ee ee $8,037,022 $7,218,691 
Net income (loss) per share based on average number of shares outstanding during the year. . $(.14) $.05 


The accompanying notes are an integral part of this statement. 
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United Canso Oil & Gas Ltd. (A Canadian corporation) 


CONSOLIDATED STATEMENT OF 
CHANGES IN FINANCIAL POSITION 


(Expressed in Canadian dollars) 


Year ended September 30, 1971 and 1970 


Source of working capital: 
ING eISI COMER (LOSS) Mrmr Vet ext tpre arene we OSB en ote ai hee 


Charges against revenues not involving working capital in the current year: 


Depletionydepreciationsand:amonrtization. ne ares 
Sales, retirements and abandonments of property and equipment 
/SEMOUMIPAINO NOH CARING ogo cle bs on oA eee oo & 


Working capital provided from operations ..... 


Redemption of Smiley Gas Conservation Limited notes ................. 


Proceeds from exercise of stock purchase warrants............. 


Disposition of working capital: 
AOaitions to propesty and equipment. 22.2. 4. 8% ok veh a 


Investments in and advances to the Australian companies ................ 


Increasein working cap italia ae ea men ene een nner 


Change in working capital consists of: 
Increase (decrease)in current assets: 
CASH rrr se een ies cate ciety cry ee in eae Semen es 
Bankedeposit receipts and accruedinterests sana een te 
Accountsireceivables ta 7. t tee cae sastate: cre hel deen. omer Een one eae 
Refundable;depositss awn aya. ca ise asus koteba meee ueepte ts ys 
Prepaidiexpenses and other assetsiq..y 2) ed oe eee 


Increase (decrease) in current liabilities: 
Non-interest bearing note payable to Borealis Exploration Limited 
Accounts payable and accrued abilities |). he. 4..55-- 


Increase im working capital. i-inr 


The accompanying notes are an integral part of this statement. 
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ob) tetra) ge wus ta 


Si) (el eure! se (or qe! 


1971 


$ (818,331) 


645,727 
1,327,444 
(23,100) 


1,131,740 


6,500 


1,138,240 


794,474 
82,250 


876,724 
$ 261,516 


$ (41,181) 
432,833 
8,352 
17,436 
(5593) 


415,847 


154,331 


154,331 


$ 261,516 


1970 


$ 290,347 


610,163 
451,712 
(23,747) 


1,328,475 


72 


1,328,547 


648,925 
14,838 


663,763 
$ 664,784 


a Sills 
502,864 
40,196 
(19,596) 
(41,217) 


533,569 


(75,000) 


(56,215) 


(US122715)) 


$ 664,784 


United Canso Oil & Gas Ltd. (A Canadian corporation) 


CONSOLIDATED STATEMENT OF CAPITAL STOCK 
AND CAPITAL IN EXCESS OF PAR VALUE 


(Expressed in Canadian dollars) 


Year ended September 30, 1970 and 1971 


Capital Capital in 
Number stock, $1 excess of 
of shares par value par value Total 
Balance-at. Septemberms 0) 19690 a rene ere eee 5,698,628 $5,698,628 $15321 7,327 $20,915,955 
Proceeds from exercise of stock purchase warrants... . 16 16 56 72 
Balance at ;septembers 0» 197. 0andel9 nnn ue 5,698,644 $5,698,644 $15,217,383 $20,916,027 


NOTES TO FINANCIAL STATEMENTS 


September 30, 1971 


1. Basis of the financial statements 


The accompanying consolidated financial statements include the accounts of United Canso Oil & Gas 
Ltd. (United Canso) and its wholly-owned subsidiaries, Canso Oil & Gas, Inc. (Canso Oil & Gas) and United 
Canso Oil & Gas (U.K.) Ltd. (see Note 3), hereafter referred to collectively as the Company. The accounts of 
these subsidiaries have been translated into Canadian dollars at appropriate rates of exchange. 


Realization of investments and advances (see Note 2) and of the investment in nonproducing property 
and equipment is dependent upon future developments, since the properties represented by these assets are 
substantially unexplored or undeveloped. 


2. Investments and advances 


United Canso acquired a substantial portion of its interest in the Australian companies from Magellan 
Petroleum Corporation (Magellan) in September 1963. A substantial interest in the Australian companies is 
held (directly or indirectly) by Magellan and Pantepec International, Inc. (see Note 5). 


The Australian companies have interests in petroleum and mineral exploration concessions and permits 
throughout Australia where exploratory activities are in progress. In connection with these activities, the 
Australian companies have entered into agreements with various companies covering exploration of certain 
property interests held. Under these agreements the various companies have earned or may earn up to a 50% 
working interest in such property interests. 


United Canso Oil & Gas Ltd. 


NOTES TO FINANCIAL STATEMENTS — continued 


September 30, 1971 


Certain Australian mineral interests were abandoned during fiscal 1971 and 1970 resulting in reductions 
of $16,132 and $91,545, respectively, in United Canso’s equity in the net assets of the Australian companies. 
United Canso’s equity in the combined net assets (adjusted to cost) of the Australian companies was 
$1,088,288 and $1,104,420 at September 30, 1971 and 1970, respectively. These net assets consist primarily 
of deferred drilling, geological, geophysical and administrative costs. 


In May 1968, the Company and Canada Southern Petroleum Ltd. (Canada Southern) entered into an 
agreement, subsequently amended, with Catawba International, Inc., a subsidiary of The Catawba 
Corporation, which was acting on behalf of a new company, Borealis Exploration Limited (Borealis), then 
being organized for the purpose of engaging in mineral exploration in northern Canada. The Company agreed 
to advance $225,000 in cash over a three-year period to Borealis in exchange for $225,000 face amount of 
Borealis 8% debentures, maturing March 31, 1978, together with certain options, including the option to 
acquire, at cost, a 20% direct interest in any prospects developed by Borealis prior to March 31, 1972 or until 
work to prove a prospect is commenced, whichever first occurs. The Company and Canada Southern each has 
the right to take up any unexercised portion of the other’s option to acquire such direct interest. In fiscal 
1971, the Company acquired through option exercise a 20% direct interest in certain Melville Peninsula mining 
claims at a cost of $99,550. Borealis, in consideration of the Company’s agreeing to forego interest for the 
period ending March 31, 1973 and agreeing to join with Canada Southern in maintaining Borealis’ books and 
records at the Company’s and Canada Southern’s expense for the period ending March 31, 1972, issued to the 
Company 90,000 fully-paid and nonassessable shares of its common stock. These shares were valued at 
$84,000, based on the above-mentioned considerations, which amount has been treated as deferred income in 
the accompanying consolidated financial statements, of which amount $23,100 and $20,100 was taken into 
income during the year ended September 30, 1971 and 1970, respectively. The Company’s equity in net assets 
of Borealis was approximately $24,590 and $30,230 at September 30, 1971 and 1970, respectively. These net 
assets consist primarily of deferred exploratory and administrative costs. 


At December 31, 1970, the Company’s equity in net assets of Smiley Gas Conservation Limited was 
approximately $29,000 as compared to its investment and advances aggregating $52,260 at that date. 


3. Property and equipment 


On August 27, 1968, the Company, through its subsidiary, Canso Oil & Gas, agreed to purchase a 25% 
interest in certain filings for federal leases in the State of Alaska. Initial consideration of $1.00 (U.S.) per net 
acre was paid by the issuance of 42,596 shares of the Company’s capital stock. Within thirty days of the date 
the leases are issued, an additional $3.00 (U.S.) per net acre is payable in cash or shares of the Company’s 
capital stock at the election of the Company, or the Company may elect to assign to the original lease 
applicants a net profits interest of 25% of the Company’s interest in the leases issued. The Company will be 
reimbursed at the rate of $.50 (U.S.) per acre, or equivalent stock, for each net acre for which leases are not 
issued. In July 1971, the Company made a payment of $23,558 ($.10 per net acre) which may be applied 
to reduce the $3.00 (U.S.) per net acre or the net profits interest assignable in the leases issued. 
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United Canso Oil & Gas Ltd. 


NOTES TO FINANCIAL STATEMENTS — continued 


September 30, 1971 


United Canso’s interest in a nonproducing concession in Venezuela was acquired from Pancoastal, Inc. in 
1961. Currently, United Canso’s interest consists of a 50% interest in a sliding-scale royalty ranging from 3¢ to 
8¢ per barrel on 50% of the gross production in excess of 5,000 barrels per day from the concession. The cost of 
United Canso’s interest is being amortized over the remaining period of the concession rights, which expire in 
1984. 


The Company, through its newly-organized, wholly-owned subsidiary, United Canso Oil & Gas (U.K.) 
Ltd., acquired in 1971 a petroleum license in the Irish Sea and has joined with others in applications for 
certain licenses in the North Sea. 


The Company earned 74% interests in properties located in the Cold Lake area of Alberta by 
contributing to the cost of two pilot steamflood projects. The Company participated in a third steamflood 
project but withdrew before earning any interest. These pilot projects have been terminated and the Company 
has written off costs of $914,004 relating thereto. 


Depletion is computed by the unit-of-production method applied to the amounts assigned to the 
producing portion of interests retained in each original permit area. Depreciation of well equipment and 
amortization of intangible drilling costs are computed by the unit-of-production method based on estimated 
reserves available to all existing wells in each field. Depreciation of buildings and equipment is provided on the 
straight-line method at rates based on the estimated useful lives of the various classes of assets. The net cost of 
abandoned wells which had previously been producing is charged against the accumulated depreciation and 
amortization account of the remaining wells in the producing area. 


Lease rentals, work requirements and drilling commitments in connection with properties and property 
interests held by the Company at September 30, 1971 approximate $235,000 for the year ending September 
S071972. 


At September 30, 1971, United Canso had issued notes aggregating $95,451 to the government of 
Canada because of uncompleted work requirements on various permits. These notes have been excluded from 
the accompanying consolidated financial statements, since they will be cancelled by the Government upon the 
completion of these work requirements. 


4. Income taxes 


For Canadian federal income tax purposes, United Canso is entitled to claim drilling, exploration and 
lease acquisition costs and capital cost allowances (depreciation) in amounts which exceed the related 
depletion, amortization and depreciation provisions reflected in the accounts. As a result, no Canadian income 
taxes are payable in respect of income reported for fiscal 1970, and accumulated expenditures remain to be 
carried forward and applied against future taxable income as follows: 

September 30, 


1971 1970 
Drilling, exploration and lease acquisition costs. .............-- $10,320,000 $11,270,000 
Undepreciated:capitalcosts vat mas {casi ene eee eee 1,140,000 1,100,000 


United Canso Oil & Gas Ltd. 


NOTES TO FINANCIAL STATEMENTS — continued 


September 30, 1971 


The Canadian Institute of Chartered Accountants recommends that for all fiscal years commencing on or 
after January 1, 1968, the tax allocation basis of accounting be used for all differences in the timing of 
deductions for tax and accounting purposes. However, it is not general practice in the oil and gas industry in 
Canada to require tax allocation accounting with respect to timing differences for drilling, exploration and 
lease acquisition costs. The American Institute of Certified Public Accountants does not, at the present time, 
require tax allocation accounting with respect to intangible development costs in the oil and gas industry. 
Accordingly, no provision has been made in the accounts of United Canso for income taxes deferred with 
respect to timing differences involving such costs. With respect to depreciation, the amounts provided in the 
accounts to September 30, 1971 have equaled the capital cost allowances claimed for income tax purposes. 


If the tax allocation basis had been followed for all timing differences between taxable income and 
reported income (loss), during fiscal 1971 deferred income taxes of $76,000 ($166,000 in fiscal 1970) would 
have been provided and net income (loss) for the year would have been reduced (increased) accordingly. How- 
ever on a cumulative basis to September 30, 1971, the amounts charged in the accounts have exceeded those 
claimed for income tax purposes. 


5. The Catawba Corporation 


United Canso’s current (expiring April 1974) and prior contracts for financial, technical and other 
services with The Catawba Corporation (Catawba) have provided for payments based on services rendered and 
the granting of a 1/64th overriding royalty on all properties acquired by United Canso during the term of the 
contract. The contracts also have provided for special compensation for services rendered not contemplated 
under the contracts. During the year ended September 30, 1971 and 1970, the Company was charged 
$148,425 and $123,521, respectively, under this contract. Catawba provides similar services to the Australian 
companies, Borealis Exploration Limited, Magellan Petroleum Corporation, Pantepec International, Inc., 
Pancoastal, Inc. and Canada Southern Petroleum Ltd. Certain of the stockholders, officers and employees of 
Catawba are directors, officers and/or shareholders of United Canso and of the other companies mentioned above. 


6. Capital, stock purchase warrants, and stock options and reservations 


At September 30, 1971, there were stock purchase warrants outstanding for the purchase of 243,800 
shares of the Company’s capital stock. These warrants entitle the holder to purchase shares of the Company’s 
capital stock at a price of $5.25 for each share purchased on or before March 30, 1972. During the two years 
ended September 30, 1971, warrants to purchase 16 shares were exercised. 


Under the Company’s incentive stock option plan, on January 12, 1968, options to purchase shares 
were granted to The Catawba Corporation for 100,000 shares, to officers for 26,500 shares and to employees 
for 88,500 shares at an option price of $6.00 per share. The market price at date of grant was $5.76 per share. 
Options to purchase 7,500 shares at an option price of $9.50 per share were granted to an employee on May 
23, 1969. The market price at date of grant was $9.43. The options vest and become exercisable to the extent 
of 35% beginning on the first anniversary of the date of grant, an additional 35% beginning on the second 
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United Canso Oil & Gas Ltd. 


NOTES TO FINANCIAL STATEMENTS — continued 


September 30, 1971 


anniversary of the date of grant and the remaining 30% beginning on the third anniversary of the date of 
grant. All options granted have a five-year term. 


At September 30, 1971, there were options outstanding to purchase 199,775 shares of which options 
on 197,525 shares were exercisable. In addition, there were 16,150 shares reserved for future option grants 
at September 30, 1971. There were no changes in stock options during the two years ended September 30, 1971. 


The Company’s by-law No. 6 provides that no person (as defined in such by-law) shall vote more than 
1,000 shares. 


he Compensation and allocated expenses 


The Company has a contributory pension plan which is in effect for all employees and is administered 
by an insurance company. Contributions by the Company to the pension plan on behalf of all employees were 
$41,728 and $36,952 for the year ended September 30, 1971 and 1970, respectively. 


Certain employees and office facilities are shared with Canada Southern Petroleum Ltd. and certain of 
the costs and expenses represent allocated portions of common expenses. Compensation of directors, officers 
and senior employees allocated to or paid directly by United Canso, including contributions to a pension plan 
on their behalf, amounted to $147,517 and $148,633 for the year ended September 30, 1971 and 1970, 
respectively. Of these amounts, $2,875 and $1,960 were on behalf of directors and $53,293 and $57,487 were 
on behalf of officers. At September 30, 1971, there were seven directors and three officers, which officers were 
also directors. 
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AUDITORS’ REPORT 


The Board of Directors and Shareholders 
_ United Canso Oil & Gas Ltd. 


We have examined the accompanying consolidated balance sheet of United Canso Oil & Gas Ltd. at 
September 30, 1971 and 1970 and the related consolidated statements of income (loss) and accumulated defi- 
cit, of changes in financial position and of capital stock and capital in excess of par value for the years then 
ended. Our examinations were made in accordance with generally accepted auditing standards, and accordingly 
included such tests of the accounting records and such other auditing procedures as we considered necessary in 
the circumstances. 


In our opinion, subject to such adjustment as would result from failure to realize in the future the 
amounts at which investments and advances and nonproducing property and equipment are carried in the 
consolidated balance sheet (see Note 1), the statements mentioned above present fairly the consolidated 
financial position of United Canso Oil & Gas Ltd. at September 30, 1971 and 1970 and the consolidated 
results of its operations and changes in its financial position for the years then ended, in conformity with 
generally accepted accounting principles applied on a consistent basis during the period. 


ARTHUR YOUNG, CLARKSON, GORDON & CO. 


New York, N.Y. 
December 10, 1971 


Enclosed with this Report is a map showing the location of the 
Company’s major interests and activities in North America. 
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